There is often speculation that the international roles of currencies may be changing. This paper presents the current status of these roles. The U.S. dollar continues to be the dominant currency across various uses. Yet, such a role may change over time. If this occurs, there could be consequences for seignorage returns, U.S. funding costs, the dollar's value, U.S. insulation from foreign shocks, and U.S. global influence. The paper concludes with a discussion of recent research on related themes and questions for future study.
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I. Introduction
The U.S. dollar is always in the news. This is not surprising, given the role of the United States in the world economy and the role of the dollar in transactions around the world. During the Great Recession, the strong dollar funding reliance of banks in some markets outside the United States was not viewed as particularly noteworthy until balance sheet funding was disrupted. Some of the news articles speculated on pending changes to the global financial system. As one example, an article in the Financial Times (June 28, 2011) discussed a likely shift from the dollar as the dominant reserve currency to a portfolio of currencies, based on a survey of over 80 central bank reserve managers, sovereign wealth funds, and multinational institutions. There is an expectation that there will be an associated evolution of the international financial architecture. Of course, it is already the case that the U.S. dollar is not the only international currency. The euro also is extensively used, and there are international roles for other currencies including the pound sterling, the swiss franc, and the Japanese yen.
For a currency, its international roles include 1 serving as: a store of value and a unit of exchange; a medium of exchange; an anchor currency in exchange rate regimes; a primary currency in official foreign exchange reserves; a transaction currency in foreign exchange and international capital markets; and an invoicing and settlement currency in international trade. As a preview of main findings on currency status, we show that the dollar maintains a dominant role in all key functions.
However, there also are some areas where dollar dominance has declined.
The discussion of an evolving role of the dollar is not new. For example, in the past decade there had been ample discussion of the euro overtaking the dollar as the key international currency 2 , or at least having a more balanced allocation of international activity across these two currencies. Much of the discussion, even from the academic side, focused on the role of the dollar in the international reserve holdings of central banks. Chinn and Frankel (2008) is one example of the reasoning behind evolving roles. They project that the dollar status has been based mainly on the growth trajectories of different regions and argue that, in the next decade, the euro could potentially rival or surpass the dollar. Likewise, Eichengreen (2011) forcefully argues that the world is evolving toward a multicurrency regime, without the continuing dominance of the U.S. dollar.
Most discussions of an expanding role of the euro have paused in the aftermath of the Great
Recession and during the period of European sovereign debt stresses. Instead, more recent discussions have turned towards speculating about some the future roles for China"s currency, the renminbi. In part, and following on the Chinn and Frankel arguments about country size, this potential is due to because of the spectacular economic growth of China over the past two decades.
The argument holds that China"s historic rise as a global economic and trading power will continue to profoundly reshape the global economic system. China"s promotion of RMB internationalization in recent times is viewed as having the potential to accelerate the removal of China"s restrictions on international capital flows. I will not take a stand on projections for the role of the dollar, euro, RMB, or any other currency. And, throughout this chapter, the views are my own, and not those of the Federal Reserve Bank of New York or the Federal Reserve System.
In this article I focus on a few main themes. I begin with a brief review of the main international roles of currencies, and then present data on the status of the dollar in these roles, updating As I turn specifically to the question of whether a potential decline in the international role of the dollar or a rise in the roles of other currencies would be a concern, a key caveat prevails: the context surrounding such changes are important. International currency usage is a market-driven decision. Indeed, the emergence of plausible alternatives to the dollar could signal strength in other economies and serve as a positive source of discipline on U.S. decisions. A decline of dollar"s international primacy in such an environment is not to be regarded as a significant threat to U.S.
economic well-being when this decline arises in the context of strong U.S. growth and institutional fundamentals.
However, if poor U.S. policy decisions undermine U.S. economic fundamentals and institutional strengths, the reduced international role of the dollar could be one component of a broader decline.
The changes described below could have more adverse effects if the reduced dollar role is associated with less auspicious U.S. policy and institutions.
A second caveat also applies to the discussion. While the exposition has a focus on the roles of currencies, this is a somewhat distinct issue from a focus on the exchange value of currencies.
Exchange rates can move substantially, as illustrated in Chart 1, without immediately having bearing on the international roles of currencies.
II. The current status of the dollar in its international roles 3
In policy discussions, two of the most frequently discussed roles of the dollar are as a central currency in the exchange rate arrangements of many countries and in country international reserves.
While a historical perspective is provided in , up-to-date information on the status of the dollar in these roles is provided in Table 1 and Charts 2, 3 and 4.
In Table 1 There is little evidence here that the dollar role as an anchor has changed to date. Indeed, the share of global GDP for countires with exchange rate regimes tied to the dollar has increased over time.
Country foreign currency reserves are another focal point of analyses and policy discussions. Crosscountry data show that foreign exchange reserve holdings grew sharply over the recent decade.
While reserves dipped during the great recession, they have since resumed their climb, nearing $10 trillion in the beginning of 2011 (Chart 2). In particular, reserves growth is dominated by, but not limited to, developing countries. Within foreign exchange reserve portfolios, the dollar denominated assets continue to account for the majority of reserves held by both industrialized and developing countries (Charts 3 and 4), whether these assets are valued at current exchange rates or at constant exchange rates. This distinction is useful as it abstracts from changes in portfolio shares that might be passive and due to evolving currency values. These charts show that there appears to have been some recent diversification away from dollars by developing countries. Yet, overall and despite recent years of market turbulence, various crises, and including movements toward greater internationalization of the RMB by China, the dollar has not declined in prominence either as a central currency for exchange rate arrangements or as an international reserve currency.
The next international currency role is as a transaction currency. A range of evidence shows that the dollar continues to be the leading transaction currency in the foreign exchange markets and a key invoicing currency in international trade. With an 85 percent share of foreign exchange transaction volume--more than twice the share of next leading currency, the euro--the dollar dominates these markets (Table 2 ). Yet, this dominance has declined somewhat in the past decade, even as volumes of currency transactions have more than doubled.
The dollar"s leading role in foreign exchange transactions also is reinforced by this currency"s widespread use in the invoicing of international trade. Cross-country evidence in Goldberg and Tille (2008) , and the extended evidence in Kamps (2006) International debt and loan markets are yet another area in which currency roles can be compared.
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The ECB has compiled comprehensive data which show the shares of euros, dollars, yen and other currencies in all outstanding debt securities, issued anywhere in the world (ECB 2011 Table 2 .1).
The growth of debt issuance within European economies, including internal markets of the euro area, has been associated with a declining dollar share in all debt securities (Chart 5). Another key gauge of presence in international finance is the dollar-denominated share of all securities sold outside the issuing country and in a currency different from that of the issuer"s country. Within this narrower type of debt issuance --termed "international debt securities" --the dollar role continues to expand. Currently, dollars account for nearly half of all debt when borrowers turn to external markets and foreign currency financing. It also is the dominant currency in liabilities extended to both nonbank and bank counterparties. The dollar share in loans to bank and non-bank customers has remained around 60 percent (Chart 6). The dollar also plays an important role in the growing volumes of cross-border loans of banks (Chart 7).
III. What would be the U.S. Consequences of a Declining Dollar Status?
It is sometimes argued that the United States extracts large benefits from the privileged international status of the dollar. 6 It is less frequently asked what could be the consequences of a decline in this status. We examine the potential consequences in five areas: seignorage returns, funding costs, transaction costs, U.S. insulation to foreign shocks, dollar valuation, and U.S. global influence.
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These consequences are summarized in Table 3 and discussed in more detail below. States with a degree of insulation from shocks that originate in foreign markets. This type of insulation is discussed in Goldberg and Tille (2006) . The relatively low sensitivity of U.S. import prices to exchange rate changes results in less expenditure switching between home and foreign goods when the dollar value changes. The low import price sensitivity is partially attributable to the use of dollars in trade invoicing. With increased use of other currencies in invoicing trade and in borrowing and lending activity, the insulation could decline. In particular, reduced dollar invoicing of international trade and use of dollars in international borrowing and lending activity could raise exchange rate pass-through into domestic import prices, and ultimately make U.S. prices more sensitive to foreign fluctuations. Thus, when the dollar exchange rate moves, more of the expenditure switching burden is felt in the United States and less by our foreign trading partners.
Greater invoicing in other currencies could shift the adjustment burden more to the United States.
On the financial side, the global predominance of the dollar has enabled U.S. entities to issue their debt in U.S. dollars, helping the U.S. government and private entities avoid the "original sin" of large currency mismatch risks on their balance sheets.
Overall, the increased use of other currencies in place of the dollar in international roles such as trade invoicing and lending and borrowing activity could lead to a directional rebalancing of international transmission of shocks and stimuli. The United States could be influenced more by the policy decisions and economic cycles of foreign markets, and increasingly take these into account in a range of policy decisions made in the domestic economy.
Dollar valuation:
A currency"s value is supported by its status as the primary global reserve currency to the extent that U.S. dollar assets are demanded by public and private sector entities worldwide. If, for example, there was a withdrawal of foreign exchange reserve demand for U.S.
dollars, this occurrence could be associated with a depreciated U.S. dollar relative to whichever currency gets an enhanced role. The potential economic consequences of a weaker dollar are mixed. 
IV. Related Research Themes
To date, the formal analysis of consequences of international currency roles tackles very few questions. Foremost among these are studies that address the reasons that countries accumulate or decumulate internatonal reserves. Aizenman (forthcoming), Eichengreen (2011), Chinn and Frankel (2008) , and Dooley, Folkerts-Landau and Garber (2004) debate the angles of mercantilism, international insurance, or some variant of infant industry protection through undervalued currencies. Rodrik (2006) argues that holding such reserves comes at a high social cost. Obstfeld, Shambaugh and Taylor (2009), and Sun (2009) address the dynamics of such international reserves during the Great Recession. All of these studies show that reserves can have real effects by changing some combination of country vulnerability to various international shocks and reducing exchange rate volatility. In the mercantilist view, there also are growth consequences that arise from arguments that ascribe reserve accumulation to goals of currency undervaluation, with such approaches more typically and historically associated with infant industry protection arguments.
Another set of themes in the literature considers related consequences for international macroeconomic policy and shock transmission. I begin my discussion with the literature on macroeconomic modeling with findings for optimal monetary policy and international transmission of shocks, mainly from the perspective of how my own research fits in.
Much of this research takes as an exogenous prior and starting point the prevalence of local currency pricing or producer currency pricing, with ensuing debates hinging on beliefs about the appropriate assumptions and the symmetry of these assumptions across countries. 11 My work with Jose Manuel Campa (Campa and Goldberg 2005) shows that asymmetries across countries are the right way to approach this -some countries have more local currency pricing while others are best described by producer currency pricing on their imports. My work with Cedric Tille (Goldberg and Tille 2008) shows that the differences across countries in the currency invoicing of international trade are a reason for these asymmetries. Indeed, other recent theoretical work and empirical work also confirm the mapping between rates of exchange rate pass through into import prices and the currencies of rigidity of pricing of traded goods (Engel 2006, and Gopinath, Itskhoki, and Rigobon 2010) . Given such asymmetries, I have argued that the international trade consequences of exchange rate movements, and in particular the prevalence of expenditure switching, are likely to take different forms across countries (Goldberg and Tille 2006; Goldberg and Dillon 2007) .
Some of my other research with Tille (Goldberg and Tille JME 2010) concentrates on the consequences for economies when they have the possibility of using their own currency, the exporter"s currency, or vehicle currencies, that is the currency of third countries not directly involved in the international trade transaction. The use of dollars in trade transactions between Korea and Thailand, or of euros in transactions between Sweden and Turkey, for example, can alter the structure of shock transmission to those economies and the effectiveness of their potential policy responses. Indeed, the use of a vehicle currency on trade among "periphery" countries can have fundamental implications for periphery country policy effectiveness, as well as for its welfare and its susceptibility to shocks transmitted internationally by other countries (Goldberg and Tille 2008) .
If the periphery countries use the center"s currency on their bilateral international trade transactions, their economies can be more sensitive to the center country"s monetary policy, and their own national monetary policies can be less effective at influencing prices in local markets. The center country monetary policy decisions also can have externalities for the periphery. This second dimension, under some conditions, can be inefficient for periphery countries in their bilateral
transactions. Given such inefficiencies, in some cases periphery countries could benefit from international monetary policy cooperation with the center country. However, engaging in such cooperation would not be welfare enhancing for the center country, which otherwise would set policy only with its own welfare as criteria.
There is still much work to be done on understanding which forces could tip the equilibria on the international roles of currencies. Eichengreen and Flandreau (2010) consider the evolution of roles of the pound sterling and U.S. dollars in the early 20 th century, showing that these both co-existed as the key currencies for some time. The dollar"s role rose, in part, as a result of supportive policy actions in the United States. Other types of analyses also ultimately can inform our understanding of the conditions that influence which currencies exporters and importers use on their international trade transactions, and therefore which forces can lead to switching in currency use. With data on every single import transaction of Canada (45 million observations) over a seven year period, Tille (2010, 2011) are posting and testing the relative importance of alternatives theoretical contributions for invoice currency selection in international trade activity. 12 We find strong support for a direct role of exchange rate arrangements, for coalescing in a common currency, reliance on commodity inputs in production, and for the bargaining power of importers versus exporters. The connection between transaction size and invoicing is a new aspect in the invoicing literature. Our theoretical and empirical work is arguing that strategic interactions between exporters and importers are a neglected and potentially important consideration in the discussion of international roles of currencies.
V. Open questions
While the selected literature review presented reveals some questions that are interesting and relevant in the area of international roles of currencies and some in progress work, clearly many questions remain unanswered. For starters, much more could be done to investigate the conditions for endogenous shifting between currencies in the full range of international roles. As noted, there has been some historical assessment of evolving roles of currencies in foreign exchange reserves.
There also is more limited research underway on the international trade side, in our case using detailed Canadian data. It would be interesting to see what could be done using data for other countries. Many countries have detailed data collected on international trade transactions that could potentially be utilized for such purposes.
More work, both empirical and theoretical, also would be useful on the finance side. Some related work is done by Philippe Martin and Helene Rey (2004) , building on the theme of financial supermarkets. Martin and Nicolas Coeurdacier (2007) show that the euro served as a unilateral financial liberalization that decreased transaction costs for both bonds and equity disproportionately within the euro area.
There also is the issue of holdings of international cash, which historically was discussed under the heading of currency substitution. Recent work by Hellerstein and Ryan (2011) What are the broader effects of changing the prevalence of anchor currencies worldwide? We start to see this theme in work by Bergin and Feenstra (2008) which again works through the exchange rate pass through angle. Much more can be done on these questions as well.
Additional historical precedent that can be instructive. Eichengreen (2005) Note: The "all debt securities" measure corresponds to the ECB series on "global" det securities; the "international debt securities" measure corresponds to the ECB "narrow" measure--defined as securities sold outside the issuing country, excluding debt in the issuer's own currency. Amounts are valued at constant exchange rate.
All debt securities 
